
Can you provide some cost reporting examples?  
 
Cost Reporting Example Illustrating Estimated Premiums 
 
This example illustrates the use of the estimated percentage of premium approach that 
may be elected by fully insured plans. In the example, the insurer determines that the 
total estimated premium cost for the Plan Sponsor in January is $600. Further, in 
determining the Estimated Cost Adjustment, the Plan Sponsor uses a methodology that 
allocates rebates as a percentage of incurred drug costs for each qualifying covered 
retiree between the cost threshold and the cost limit. Under that methodology, the Plan 
Sponsor determines the Estimated Cost Adjustment to be three percent. 
 
Under this example, $600 should be entered in the Estimated Premium (EP) column for 
January. The Estimated Cost Adjustment amount for January is $18 ($600 x 3%). If the 
$18 is entered in the Estimated Cost Adjustment column, then the Allowable Retiree Cost 
for January is $582 ($600.00 - $18.00 = $582.00).  If the Plan Sponsor prefers it, the  
Estimated Cost Adjustment can be included with the Estimated Premium and $582 would 
be entered for the Estimated Premium.  Either way, the Allowable Retiree Cost would 
still be equal to $582. 
 
 

 
Estimated Premium (EP) With Estimated Cost Adjustment taken separately 

 



 
Estimated Premium (EP) With Estimated Cost Adjustment included. 

 
 
 
Cost Reporting Example Illustrating Gross Retiree Costs  
 
This example illustrates cost reporting for plans reporting actual costs, not estimated 
premiums. The Plan Sponsor in this example is a calendar year plan that has three 
retirees. As in the prior example, the Sponsor uses a methodology that determines the 
Estimated Cost Adjustment to be three percent. The retirees have the following Gross 
Retiree Costs: 
 

Ana Smith Gross Retiree Costs: $300.23 for January, $1530 for February, and 
$3550 for March. 
John Smith Gross Retiree Costs: $220.10 for January, $1600 for February, and 
$1500 for March. 
Sam Adams Gross Retiree Costs: $150 for January, $1500 for February, and 
$3500 for March 

 
 



 
Sample Retiree Data Gross Retiree Costs 

 
 

The total for January is the sum of the gross costs for all retirees, or $670.33 ($300.23 + 
$220.10 + 150). The total for February is $4630 ($1530 + $1600 + $1500). The total for 
March is $8,550 ($3550 + $1500 + $3500). 
 
 

 
Sample Summary Data Gross Retiree Costs 

 



 
Cost Reporting Example Illustrating Threshold Reductions  
 
In this example, the threshold reduction used is the $250 for plan years ending in 2006. 
For each retiree, the Threshold Reduction is as follows: 
 
Ana Smith Threshold Reduction: $250 for January, $0 for February, and $0 for March. 
John Smith Threshold Reduction: $220.10 for January, $29.90 for February, and $0 for 
March. 
Sam Adams Threshold Reduction: $150 for January, $100 for February, and $0 for 
March. 

 
 

 
Sample Retiree Data Threshold Reduction 

 
 
 
The total Threshold Reduction for January is the sum of the Threshold Reductions for all 
retirees, or $620.10 ($250 + $220.10 + $150). The total for February is $129.90 ($29.90 + 
$100). The total for March is $0. 
 



 
Sample Summary Data Threshold Reduction 

 
Cost Reporting Example Illustrating Limit Reductions  
 
In this example, the limit reduction used is the $5000 for plan years ending in 2006.  
For each retiree, the Limit Reduction is as follows: 
 
Ana Smith Limit Reduction: $0 for January, $0 for February, and $380.23 for March 
[total accumulated Gross Retiree Cost is $300.23 + $1530 + $3550] – [the 2006 cost limit 
($5000)]. 
John Smith Limit Reduction: $0 for January, $0 for February, and $0 for March (total 
accumulated Gross Retiree Cost is less than $5000). 
Sam Adams Limit Reduction: $0 for January, $0 for February, and $150 for March [total 
accumulated Gross Retiree Cost is $150.00 + $1500 + $3500] – [the 2006 cost limit 
($5000)]. 
   

 
 



 
Sample Retiree Data Limit Reductions 

 
 
The total Limit Reduction for January is the sum of the Limit Reductions for all retirees, 
or $0. The total for February is $0. The total for March is $530.23 ($380.23 + 0 + 
$150.00). 
 

 
Sample Summary Data Limit Reductions 

 
 



 
Cost Reporting Example Illustrating Estimated Cost Adjustments  
 
For each retiree, the Estimated Cost Adjustment (using the three percent of cost figure 
determined by the Plan Sponsor) is as follows:  
 
Ana Smith Estimated Cost Adjustment: For January, her Gross Eligible (GE) amount is 
$50.23 ($300.23 - $250 - $0); the ECA is $1.51 (GE x .03). For February, her GE is 
$1530 ($1530 - $0 - $0); the ECA is $45.90 (GE x .03). For March, her GE is $3169.77 
($3550 - $0 - $380.23); the ECA is $95.09 (GE x .03). 
John Smith Estimated Cost Adjustment: For January, his GE is $0 ($220.10 - $220.10 - 
$0); the ECA is $0. For February, his GE is $1570.10 ($1600 – $29.90 - $0); the ECA is 
$47.10 (GE x .03). For March, his GE is $1500 ($1500 - $0 - $0); the ECA is $45 (GE x 
.03).  
 
Sam Adams Estimated Cost Adjustment:  For January his GE is $0 ($150 - $150 - $0); 
the Estimated Cost Adjustment is $0. For February, his GE is $1400 ($1500 - $100 - $0); 
the ECA is $42 (GE x .03). For March, his GE is $3350 ($3500 - $0 - $150); the 
Estimated Cost Adjustment is $100.50 (GE x .03). 
 
Note: The ECA is applied to the gross retiree costs between the threshold reduction and 
limit reduction--the Gross Eligible amount. Accordingly, if the Gross Eligible amount is 
$0 because the entire gross retiree cost was applied to the threshold or limit reductions, 
the ECA is also $0. The ECA will never be a negative number.  
 
 

 
Sample Retiree Data Estimated Cost Adjustment 

 
 
 
The total Estimated Cost Adjustment for January is $1.51 ($0 + $0 + $1.51). 



The total Estimated Cost Adjustment for February is $135 ($45.90 + $47.10 + $42). 
The total Estimated Cost Adjustment for March is $240.59 ($95.09 + $45 + $100.50) 
 

 
Sample Summary Data Estimated Cost Adjustment 

 
 
 

Cost Reporting Example Illustrating Reporting 2005 Costs  
 
Plan Sponsors that are submitting costs for plan years that begin in calendar year 2005 
must include 2005 drug costs of qualifying covered retirees for meeting the Threshold 
Reduction and the Limit Reduction for 2006 if the following conditions are met: 
 

• The retiree was Medicare eligible as of 1/1/2006 and was enrolled in the plan in 
2005.  The retiree did not have to be Medicare-eligible before 1/1/2006 in order to 
count the 2005 costs.  However, if the retiree became Medicare-eligible effective 
1/2/2006 or thereafter, the costs only start incurring towards the threshold at the 
point of Medicare eligibility.    

 
• Only costs incurred while the retiree is not in current employment status with the 

RDS sponsor/employer can be counted towards the Threshold Reduction.  
 
• Only costs incurred for Part D drugs can be counted. 
 
• The 2005 Part D drug costs of a qualifying covered retiree are also counted 

against the Limit Reduction.  Accordingly, if a retiree incurs $5,000 in Part D 



drug costs in 2005; the retiree is not eligible to be counted for the subsidy in 
2006.  However, a Plan Sponsor must still report costs for these retirees who met 
the $5000 Cost Limit in CY 2005 for the purpose of reconciliation. 

 
• The 2005 drug costs must be reported in the appropriate columns in the month in 

which they were incurred. 
 
Example:  A plan sponsor has a plan year that begins April 1, 2005 and ends in March 31, 
2006. There are seven qualifying covered retirees that are eligible for the subsidy: 
 
Retiree 1, Bill Brown, incurred costs of $250 in June 2005, $380 in July 2005, $630 in 
August 2005 and $320.30 in January 2006. 
Retiree 2, John Jakes, incurred costs of $140.12 in July 2005, $150.10 in November 2005 
and $340.45 in March 2006.  
Retiree 3, Tina Clark, incurred costs of $270.10 in April 2005 and $201.50 in May 2005. 
Retiree 4, Tim Jones, incurred costs of $4500 in December 2005 and $600 in January 
2006.   
Retiree 5, Ana Smith (will not be eligible for subsidy in 2006), incurred costs of $6000 in 
December 2005 and $300 in January 2006.  
Retiree 6, Sam Adams, incurred costs of $200 in December 2005 and $800 in January 
2006.  Retiree 7, Debra Berry, incurred costs of $350 in December 2005 and $5000 in 
January 2006. 



 
 

 
Sample Retiree Data (2005-2006) 

 
 

 
Sample Summary Data (2005-2006) 

 



Cost Reporting Example Illustrating Multiple Benefit Options Reported Over Several 
Months  
 

 
 





 

Sample Summary Data (Multi-Benefit Option) 
 

 
 
Cost Reporting Example Illustrating Reporting Adjusted Costs  
 
Example:  A Plan Sponsor has previously submitted cost data to the RDS Center for an 
application with a plan year ending in 2006. The Plan Sponsor has to date reported cost 
data through February 2005 to the RDS Center. When preparing to submit the cost data 
for March 2005, the sponsor sees that cost data for months previously submitted to the 
RDS Center has changed, and new cost data was just received.   
 
Retiree 1, Debra Berry, incurred costs of $350 in December 2005, $5000 in January 
2006. 



Retiree 2, John Jakes, incurred costs of $140.12 in July 2005 and $150.10 in November 
2005. 
 
This information was reported to the RDS Center in February 2006.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Sample Original Cost Data  
 
 
However, when aggregating March 2006 cost data, new or revised cost data was realized 
for the previously reported months of January 2006 and September 2005.  
 
Retiree 1, Debra Berry, incurred cost of $5000 in January 2006 was deleted.  
Retiree 2, John Jakes, incurred cost of $280 in September 2005 was just received. 
Additionally, new costs for March of $340.45 need to be reported.  
 
 
 
 
 
 
 
 
 
 
 
 



 
 
 

Revised Cost Data Received After Submitted to RDS Center 
 
 
 
  

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 
 
 
 

Sample John’s New Cost Data  
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Sample Debra’s New Cost Data 
 
 
 
 
 
 
 
 

0000000N/AMar-06

0000000N/AFeb-06

0000000N/AJan-06

N/AN/AN/AN/A0250.00350.00N/ADec-05

N/AN/AN/AN/A000N/ANov-05

N/AN/AN/AN/A000N/AOct-05

N/AN/AN/AN/A000N/ASep-05

N/AN/AN/AN/A000N/AAug-05

N/AN/AN/AN/A000N/AJul-05

N/AN/AN/AN/A000N/AJun-05

N/AN/AN/AN/A000N/AMay-05

N/AN/AN/AN/A000N/AApr-05

Estimated 
Cost 

Adjustmen
t (ECA)*

Gross 
Eligible 
(GE)†

Estimated 
Premium 

(EP)

Allowable 
Retiree 
Costs 

(ARC) †

Subsidy 
Paid (SP) †

Limit 
Reduction 

(LR)

Threshold 
Reduction 

(THR)

Gross 
Retiree 

Cost 
(GRC)

Month

0000000N/AMar-06

0000000N/AFeb-06

0000000N/AJan-06

N/AN/AN/AN/A0250.00350.00N/ADec-05

N/AN/AN/AN/A000N/ANov-05

N/AN/AN/AN/A000N/AOct-05

N/AN/AN/AN/A000N/ASep-05

N/AN/AN/AN/A000N/AAug-05

N/AN/AN/AN/A000N/AJul-05

N/AN/AN/AN/A000N/AJun-05

N/AN/AN/AN/A000N/AMay-05

N/AN/AN/AN/A000N/AApr-05

Estimated 
Cost 

Adjustmen
t (ECA)*

Gross 
Eligible 
(GE)†

Estimated 
Premium 

(EP)

Allowable 
Retiree 
Costs 

(ARC) †

Subsidy 
Paid (SP) †

Limit 
Reduction 

(LR)

Threshold 
Reduction 

(THR)

Gross 
Retiree 

Cost 
(GRC)

Month

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Sample Aggregated Revised Cost thru February 2006 with new March 2006 data  
 

Note: Cost data for September 2005, November 2005, and January 2006 were all 
resubmitted. Not just the adjusted amounts were re-submitted, but the entire month’s cost 
data had to be reaggregated and resubmitted.  
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